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Implementation of the Pay Telephone CC Docket No. 96-128
Reclassification and Compensation
Provisions of the Telecommunications
Act of 1996

REPLY COMMENTS ON THE PETITIONS FOR RECONSIDERATION
The Consumer-Business Coalition for Fair Payphone-800 Fees (“Consumer-Business

Coalition™)," by its attorneys and pursuant to 47 C.F.R. § 1.429, hereby submits its reply
comments on the petitions for reconsideration of the Commission’s Second Report and Order”
filed in the above-captioned proceeding. The Consumer-Business Coalition agrees with those
comments that indicate that because there is no meaningful competition in the payphone
marketplace, the Commission erred in adopting a “market-based” surrogate for payphone 800
calls. The Consumer-Business Coalition instead urges the Commission to implement an
incremental cost-based approach for pricing such calls so that the per-call compensation rate is

equitable for all payphone users.

v The Consumer-Business Coalition’s members include: the American Trucking
Associations, Air Transport Association of America, Consumer Federation of America, AAA,
National Network to End Domestic Violence, Truckload Carriers Conference, American Moving
and Storage Association, Transportation Intermediaries Association, American Airlines, Nabisco,
Inc., Motel 6 Operating L.P., Virtual Voice Corporation, Small Business Legislative Council,
and International Communications Association.

o In the Matter of Implementation of the Pay Telephone Reclassification and Compensation
Provisions of the Telecommunications Act of 1996, CC Docket No. 96-128, Second Report and
Order, FCC 97-371 (rel. Oct. 9, 1997) (“Second Report and Order™).
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The Telecommunications Act of 1996 (“1996 Act”) requires that payphone providers
receive “fair compensation for each and every completed intrastate and interstate call.™ “Fair
compensation” suggests that the rate set for subscriber 800 and access code calls be fair for all
involved — payphone service providers (“PSPs”), interexchange carriers (“IXCs”™), paging
companies, 800-number subscribers, and consumers. The Commission’s decision to adopt a
“market-based” surrogate for payphone 800 calls in lieu of implementing an incremental cost-
based approach falls well short of this expectation. Indeed, with the exception of the
independent PSPs and local exchange carriers (“LECs”), most of the comments filed in this
proceeding indicate that the Commission’s approach generates a huge windfall for payphone
providers at the expense of other parties.” Until there is point of sale competition in the

payphone marketplace, the adoption of anything other than an incremental cost-based rate will

Y 47 U.S.C. § 276(b)(1)(A).

Y See, e.g., Comments of AT&T Corp. in CC Docket No. 96-128 (filed Jan. 7, 1998)
(“AT&T”) at 2-3; Comments of MCI Telecommunications Corp. in CC Docket No. 96-128 (filed
Jan. 7, 1998) (“MCTI”) at 2-3. Peoples Telephone Company attempts to refute the claim that
PSPs are receiving a windfall by illustrating its poor earnings for the quarter ending September
30, 1997. Comments of Peoples Telephone Company in CC Docket No. 96-128 (filed Jan. 7.
1998) (“Peoples™) at 6. Only three weeks before filing its comments, however, Peoples spent
more than $11 million to acquire approximately 2,600 public pay phones from Indiana Telecom
of Indianapolis, Indiana. See “Peoples Telephone Company Announces Pay Telephone
Acquisition,” Business Wire, December 15, 1997 (copy attached as Exhibit A). It would be quite
unusual for Peoples to invest $11 million of new capital in a business earning, in its opinion,
below market returns on investment. Moreover, Peoples’ unaudited interim financial statements,
which it attached as an exhibit to its comments, do not support Peoples’ contentions of poverty or
inadequate return on investment. On an operating cash flow basis, adjusting for interest,
depreciation, amortization, taxes, and extraordinary non-recurring items (a common method of
evaluating the operating performance and market value of independent payphone companies),
Peoples generated $6,691,000 of operating cash flow in its quarter ending September 30, 1997,
compared to $4,395,000 of operating cash flow earned in its quarter ending September 30, 1996.
These healthy results do not even reflect the 40 percent increase in coin revenues that Peoples is
collecting during its current quarter, and will continue to collect hereafter.




perpetuate this imbalance, causing an increase in prices from which businesses and consumers
will be hard pressed to recover.

The Consumer-Business Coalition wholly agrees with AT&T Corp. (“AT&T”) that
compensation for subscriber 800 and access code calls should be determined using a bottom-up
approach based on forward-looking efficient costs.” Notwithstanding the Commission’s claims
that the adoption of a “market-based” surrogate is appropriate due to ease of entry and exit and
the “potential” for competition in the payphone marketplace,” basing new rates on prevailing
market rates is only appropriate when real competition exists. Contrary to the claims of the
payphone providers,” the fact that various PSPs can be found throughout the country does not
mean that there is a competitive payphone marketplace. End users today have no choice of
payphone providers on a location-by-location basis and, in that sense, the payphone market is
analogous to the local exchange market. Indeed, the American Public Communications
Council’s (“APCC’s™) statement that “a marketplace of over two million payphones maintained
by countless providers across every community in the nation” differentiates the payphone market
from the local exchange market completely misses the point.¥ The fact that “countless

[payphone] providers” exist throughout the nation is irrelevant if, in every location, callers are

o See Comments of AT&T at 8; see also Comments of MCI at 1-3; Comments of Sprint
Corporation in CC Docket No. 96-128 (filed Jan. 7, 1998) (“Sprint”) at 3.

o Second Report and Order at 9 9.

7 See Comments of Peoples at 5-6; but cf. Comments of Telecommunications Resellers
Association in CC Docket No. 96-128 (filed Jan. 7, 1998) (“TRA”) at 6 (stating that it is the
Commission’s misperception of the payphone market that has led it to reject forward-looking,
economic pricing).

y Comments of APCC in CC Docket No. 96-128 (filed Jan. 7, 1998) (“APCC”) at 33.




limited to the service of only one payphone provider and have no choice but to pay the rate that

payphone commands.

In arriving at the default per-call compensation rate of $0.284, the Commission merely
backed out certain coin-specific costs from the purported deregulated local coin rate of $0.35.”
The Consumer-Business Coalition agrees with AirTouch Paging (“AirTouch”), RCN Telecom
Services, Inc. (“RCN™), and US Xchange, L.L.C. (“US Xchange”) that, in doing so, the

Commission failed to adequately justify its use of the local coin rate as the starting point for the

10/ /

coinless rate.'” As several parties explain,'” a caller making a coin call is presented with the
option of depositing $0.35 into payphone in order to make the call. The 800 subscriber or other
party saddled with the coinless rate, however, has no choice as to whether the call is placed. A
caller dialing an 800 number from a payphone has no incentive to search out the least expensive
payphone (if there were actually an alternative payphone available) to make that call. This
absence of market discipline on the part of the calling party distinguishes noncoin calls from

local coin calls and further explains why the adoption of a market surrogate was inappropriate in

this case.

The Commission’s allowance for a call blocking option does little to help rectify this

inequity. As explained by RCN and US Xchange, call blocking ultimately reduces the number of

9/

See Second Report and Order at 9 42.

o See Comments of AirTouch in CC Docket No. 96-128 (filed Jan. 7, 1998) (“AirTouch™)
at 7-8; Comments of RCN and US Xchange in CC Docket No. 96-128 (filed Jan. 7, 1998)
(“RCN and US Xchange™) at 2.

1 Comments of Ad Hoc Telecommunications Users Committee in CC Docket No. 96-128
(filed Jan. 7, 1998) (“Ad Hoc”) at 3-4; Comments of Mobile Telecommunications Technologies
Corp. in CC Docket No. 96-128 (filed Jan. 7, 1998) at 3-4; Comments of TRA at 4.



payphones available to end users to dial 800 numbers."” Call blocking is therefore not a feasible
business option for IXCs, paging companies, and 800 subscribers because their customers or
employees rely upon being able to access their services from all telephones, including
payphones.'” To claim that these companies have leverage over the PSPs to negotiate a fair
compensation rate through call blocking is therefore inaccurate. Moreover, small businesses
have even less leverage in negotiating lower compensation rates because they do not generate as
much traffic as the larger carriers. Thus, the Commission’s call blocking alternative is no more
than a straw man for the bulk of 800-number users.

In light of the inappropriateness of the Commission’s decision to adopt a “market-based”
surrogate for coinless calls, the PSP claim that the per-call compensation rate should be increased
rings hollow.' First, the APCC’s suggestion that the Commission should consider using other
price surrogates such as 0+ commission levels, 0- transfer rates, and sent paid toll charges to
calculate the coinless rate is absurd.'” Under the analysis of the Second Report and Order, these
surrogates would potentially raise the price of a noncoin call to as much as $1.99."" The PSPs’
claims are clearly unreasonable in light of the significantly lower costs that they incur in

providing payphone service, and can only be intended to divert the Commission’s attention away

' "Comments of RCN and US Xchange at 3 (“the likely effect of such blocking will be to
limit public access to payphones.”)

1 Comments of Ad Hoc at 6 (“[iJn many cases, the industries affected by this cost increase
and their customers rely on the fact that the toll free numbers may be accessed from all
telephones, including public pay telephones.”)

14/

See, e.g., Comments of Communications Central, Inc. in CC Docket No. 96-128 (filed
Jan. 7, 1998) at 1-2; Comments of Peoples at 3-5; Comments of RBOC/GTE/SNET Coalition in
CC Docket No. 96-128 (filed Jan. 7, 1998) (“RBOC/GTE/SNET Coalition™) at 10-15.

15/ Comments of APCC at 14-19.

16/ seeg



from what has become the real issue in this proceeding: the overcompensation of payphone
providers.

As evidenced by the SBC cost data that AT&T previously introduced in this proceeding,
the costs incurred by PSPs are not nearly as high as they claim."” In an attempt to shield PSPs
from such criticism, the APCC suggests that the SBC cost study is “unreliable” because it was
prepared when the carrier was trying to sell its payphone affiliate. According to the APCC “SBC
had every reason to minimize and distort its true costs.”'® In addition to the ethical
considerations this statement raises, the APCC’s position accentuates the need for the
Commission to conduct a bottom-up study, as that is the only accurate means through which the
true cost of providing payphone service can be determined.

Finally, contrary to the claims of the payphone providers, concerns about fraud are highly
relevant to this proceeding.'” Despite the pledge of the RBOC/GTE/SNET Coalition to “stand
ready to do whatever it can” to prevent and punish payphone fraud,”” this pledge, and others like
it, are not sufficient to forestall such abuses from occurring. As has already been illustrated by
others in this proceeding,”’ an artificially high “market-based” price for noncoin calls will create

additional incentives for some to abuse the per-call compensation system. More importantly,

1 See AT&T Petition for Reconsideration in CC Docket 96-128 (filed Dec. 1, 1997) at 15;
see also Comments of the Consumer-Business Coalition in CC Docket No. 96-128 (filed January
7, 1998) at 5; Comments of MCI at 3-9; Comments of AirTouch at 7-10.

18/ Comments of APCC at 30.
15/ See RBOC/GTE/SNET Coalition at 9, ft. 7.

20/ SeeLd.

2V See Dispatching Parties Petition for Reconsideration (filed December 1, 1997) at 3
(indicating that, over the course of seven days, approximately 500 fraudulent calls were made to
one 800-number alone after the $0.284 rate was implemented).



because of the high volume of 800 traffic that originates from payphones, it will be extremely
difficult for IXCs and 800 subscribers to identify and ferret out such fraud. The potential for
such abuses therefore presents an additional reason for the Commission to rethink its payphone
decision.
CONCLUSION

For the reasons stated above, the Commission should reevaluate its decision to adopt a
“market-based” surrogate for subscriber 800 and access code calls, and should instead implement
an fair incremental cost-based standard that, based on the information already contained in the
record, will yield a per-call compensation rate of no more than $0.06.

Respectfully submitted,
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December 15, 1997

Peoples Telephone Company Announces Pay Telephone
Acquisition

MIAMI--(BUSINESS WIRE)--Dec. 15, 1997--Peoples Telephone Company,
Inc. (AMEX:PHO) announced today that it has reached a definitive
agreement to acquire the pay telephone assets of Indiana Telcom
Corporation, Inc. for a cash purchase price of approximately $11,200,000,
subject to adjustments for the actual number of phones acquired.

Indiana Telcom, based in Indianapolis, Indiana, operates approximately
2,600 public pay telephones, located primarily in Indiana and adjacent
Midwestern states. The transaction is anticipated to be completed in January
1998.

E. Craig Sanders, President and Chief Executive Officer of Peoples
Telephone, commented, "We are excited about this addition to the Peoples
Telephone network of over 40,000 pay telephones. This agreement
complements our strategy of balancing internal sales with acquisitions to
achieve consistent and well managed growth for our company, which will
exceed 10% in 1997 based on the net increase in installed pay telephones.
We believe that Indiana Telcom has built a quality operation that fits well
with Peoples Telephone's emphasis on operational excellence. Their routes
are a good overlay on our existing route structure that will build density in
our field operations and should allow us to realize synergies."

Mr. Sanders continued, "This is Peoples Telephone's first acquisition in over
three years and reflects our careful consideration of augmenting a year of
strong internal growth with additional well-valued phones. As a major
mdependent payphone provider in Indiana with a loyal customer base, we
believe that the Indiana Telcom operation represents a solid platform for
future growth. This acquisition is another key step along the path of returning
our company to profitability."

Peoples Telephone Company, Inc. is a leading independent provider of
public pay telephone services and value-added services to the public
communications industry. The Company currently owns and operates over
40,000 public pay telephones nationwide and provides value-added services
to more than 15,000 additional pay telephones throughout the United States.

NOTE: Statements in this news release relating to matters that are not
historical facts are forward-looking statements. Such forward-looking
statements involve known and unknown risks, uncertainties and other
factors, which may cause the actual results, performance or achievements of
Peoples Telephone Company, Inc. to be materially different from any future
results, performance or achievements expressed or implied by such
forward-looking statements. Such known and unknown risks, uncertainties
and other factors include, but are not limited to, the following: the impact of
competition especially in a deregulated environment (including the ability of
the Company to implement higher market-based rates for local coin calls),
uncertainties with respect to the implementation and effect of the
Telecommunications Act of 1996 including any new rule making by the
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Federal Communications Commission ("FCC") or litigation which may seek
to modify or overturn the FCC's orders implementing such act or portions
thereof, the ongoing ability of the Company to deploy its public pay phones
in favorable locations, the Company's ability to continue to implement
operational improvements, and the ability of the Company to efficiently
integrate acquisitions of other telecommunication companies. Such factors
and others are set forth more fully in the Company's Annual Report on Form
10-K, Quarterly Reports on Form 10-Q, and Current Reports on Form §8-K
filed with the Securities and Exchange Commission.

CONTACT:

http://interactive.wsj.com/inap-bi...87!BW12/15+++382! &time=12/19+16:47

Peoples Telephone Company, Inc., Miami

E. Craig Sanders, Chief Executive Officer
305/593-9667, ext. 106

or

William A. Baum, Chief Financial Officer
305/593-9667, ext. 118
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“Reply Comments on the Petitions for Reconsideration” was served on the following parties by
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Washington, D.C. 20554

A. Richard Metzger*

Chief, Common Carrier Bureau
Federal Communications Commission
1919 M Street, N.W., Room 500
Washington, D.C. 20554

Kurt A. Schroeder*

Chief, Enforcement Division

Federal Communications Commission
Common Carrier Bureau

1919 M Street, N.W., Room 500
Washington, D.C. 20554

Thomas Power*

Legal Advisor to Chairman Kennard
Federal Communications Commission
1919 M Street, N.W., Room 802
Washington, D.C. 20554
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